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QUESTION 1 
[10 MARKS – 18 MINUTES] 
 
Management is ultimately responsible for running all aspects of the business, and to do 
so they must put in place internal controls to achieve the smooth conduct of the 
business. 
 
REQUIRED: 
 
1.1) What is the definition of an internal control?  (5) 
1.2) List the 5 components of internal control  (5) 
 
 
 
QUESTION 2 
[15 MARKS – 27 MINUTES] 
 
The board of directors should ultimately be responsible for the development and 
approval of a risk management policy. In order to fulfil this duty the board of 
directors should oversee the risk governance process.  
REQUIRED: 
 
2.1) Describe what needs to be considered during the risk assessment process.  (10) 
2.2) List five different types of control activities that can help to mitigate 
identified risks.  (5) 
 
 
 
QUESTION 3 
[16 MARKS – 29 MINUTES] 
 
Your friend, Richard recently purchased all the shares in “Shop till you Drop” 
(Pty) Ltd. “Shop till you Drop” (Pty) Ltd is selling garden equipment directly to 
the public. No sales are done on credit. “Shop till you Drop” (Pty) Ltd has fifteen 
(15) tills which are situated at the entrance/exit of the store. Bar code readers are 
installed at each till. Till operators operate the tills on a shift basis. 
 
Richard requested you as the newly qualified accountant for advice in order to 
ensure that all the cash sales operations are running without error or irregularities. 
 
 
  
AUDITING AND INTERNAL CONTROL (AIC22B2) (AIC2BB2)    Exam    NOVEMBER 2016 -3- 
 
QUESTION 3 (continued) 
[16 MARKS – 29 MINUTES] 
 
 
REQUIRED: 
 
Design internal controls for the cash sales and the banking of money of “Shop 
till you Drop” Pty Ltd that could be presented to Richard for consideration.  (16) 
 
 
QUESTION 4   
[20 MARKS – 36 MINUTES] 
 
Acquisition of, and payment for goods and services in an organization is one of the 
most important cycles of the business. This cycle deals with two major activities, 
namely, ordering and receiving of the actual goods as well as payment of the amounts 
due for the goods that have been purchased. A number of documents are used in the 
cycle to support various control activities that are performed in order to reduce risks 
within different functions. Some of the documents used in the cycle are: 
- Requisitions; 
- Suppliers’ delivery note; 
- Creditors’ statement; 
- Purchase invoice; and  
- Remittance advice 
 
REQUIRED: 
 
4.1) List the 5 basic functions for the acquisition and payment cycle (5) 
4.2) Describe or define each of the (5) documents listed above. (5) 
4.3) Give two examples of what can go wrong for each of the above documents if 
it was not used in the acquisition and payments cycle. (10) 
    
 
QUESTION 5 
[24 MARKS – 43 MINUTES] 
    
You are the appointed accounting officer of Ula Manufacturing (Pty) Ltd. The 
company is considering installing a payroll system. No official records were kept in 
terms of employees and salary and wages payments. Payroll software is available at 
various software suppliers that are specifically developed for the South African 
environment, incorporating the labour related legislation, and reporting requirements. 
The company plan to only employ ten (10) employees and considering doing their 
salaries and wages payments by means of electronic fund transfers. 
 
REQUIRED: 
5.1) List the documents needed for the salaries and wages payroll system.  (9) 
5.2) List five ways in which fraud can be committed in the Payroll Cycle.   (5) 
5.3) List any five items that one expects to find in an employee file.   (5) 
5.4) List any five risks in the Payroll Preparation and Deductions Payment and 
Recording functions in the payroll cycle.  (5)    
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QUESTION 6 
[15 MARKS – 27 MINUTES] 
    
You are the accountant of Expo Ltd, a large wholesaler which has several departments 
carrying a wide range of inventory. The company maintains perpetual inventory 
records. It has been the company's practice in the past years to count all inventory on a 
rotational basis during the course of the year. It also extracts the balances on the 
inventory records at year end for inventory valuation purposes and for disclosure in the 
financial statements.  
This year, however, due to frequent staff changes and other difficulties encountered, 
the perpetual inventory records have been inaccurately kept and thus cannot be relied 
upon.  
 
The directors propose to conduct a complete inventory count at the company's year-
end. 
 
REQUIRED: 
 
Advise the directors of Expo Ltd on the procedures to be followed in counting the 
company's inventories. (15) 
    
 
 
